TUESDAY,  MAY  10,  1977 

PART  IV 


SECURITIES  AND 
EXCHANGE 
COMMISSION 


FOCUS  REPORTING 
SYSTEM 


Financial  Reporting  Requirements 


23786 


RULES  AND  REGULATIONS 


'  Title  17 — Commodity  and  Securities 

Exchanges 

CHAPTER  II— SECURITIES  AND 
EXCHANGE  COMMISSION 

[Release  No.  34-13462;  File  No.  S7-691] 

PART  240— GENERAL  RULES  AND  REGU- 
»  LATIONS.  SECURITIES  EXCHANGE  ACT 
OF  1934 

PART  249— FORMS,  SECURITIES 
EXCHANGE  ACT  OF  1934 

FOCUS  Reporting  System 

AGENCY:  Securities  and  Exchange 
Commission. 

ACTION:  Adoption  of  rule  amendments. 

SUMMARY:  TTils  release  amends  the  fi¬ 
nancial  and  operational  reporting  re¬ 
quirements  collectively  known  as  the 
FOCUS  reporting  system  by  adc^ting 
previously  proposed  amendments  to  the 
FOCUS  report  and  accompanying  rules, 
and  revoking  §§  249.618  and  249.636.  The 
amendments  are  Intended  to  clarify  and 
streamline  the  existing  system. 

DATES:  Effective  date:  June  30,  1977; 
comments  by  May  30,  1977. 

ADDRESS:  Written  comments,  submit¬ 
ted  in  triplicate,  should  be  addreesed  to 
the  Secretary.  Securities  and  Exchange 
Commission,  Washington,  D.C.  20549. 

FOR  FURTHER  INFORMATION  CON¬ 
TACT: 

Daniel  J.  Piliero  n.  Associate  Director, 
Division  of  Market  Regulation,  Securi¬ 
ties  and  Exchange  Commission,  Wash¬ 
ington,  D.C.  20549,  202-755-1390. 

SUPPLEMENTARY  INFORMATION : 
On  January  4, 1977,  a  document  was  pub¬ 
lished  in  the  Federal  Register  (42  FR 
782)  prop>osing  to  amend  S§  240.17a-4, 
240.17a^,  240.17a-10,  240.17a-ll,  240.- 
17a-13,  240.17a-19,  240.17a-20,  240.15c3- 
3  and  240.617,  and  proposing  to  revoke 
ii  249.618  and  249.630.  The  proposed 
amendments  were  designed  to  facilitate 
the  application  of  a  streamlined  system 
of  financial  and  operaUanal  reporting 
and.  through  the  Integration  of  Form  Z- 
17A-10  (§  249.618)  and  Form  X-17A-20 
(S  249.636)  into  the  existing  structure 
of  Form  X-17A-5  (S  249.617),  achieve  a 
further  reduction  in  the  quantity  and 
frequency  of  reports  which  must  be  filed 
by  brokers  and  dealers.  The  proposals, 
with  the  exception  of  the  proposed  an¬ 
nual  Schedule  of  Consolidation  and  Di¬ 
versification  (“Schedule  n”),  are 
adc^ted  with  minor  modifications.  Be¬ 
cause  of  the  significant  revlsicm  of 
Schedule  n.  the  original  proposal  is 
withdrawn.  All  comments  with  respect 
to  the  proposed  amendments  were  given 
due  consideration. 

As  a  result  of  comments  received,  the 
following  changes  in  the  proposed 
amended  rules  and  forms  are  made  in 
addition  to  language  changes  for  clarifi¬ 
cation: 

(1)  Amended  Form  X-17A-5  ($249,617) 
The  Statement  of  Revenue  and  Ex¬ 
penses  c(mtalned  in  Part  n  and  Part  IIA 
of  PVam  X-17A-5  (§  249.617)  IncOTpo- 


rates  certain  data  previously  required  to 
be  reported  on  Form  X-17A-10  ($  249.- 
618)  and  Form  X-17A-20  ($  249,636). 
thus  eliminating  the  need  for  separate 
filings  of  these  forms.^  As  prop>osed,  the 
Statement  of  Revenue  and  Expenses 
would  have  required  a  reporting  of  total 
transaction  fees  payable  under  section 
31  of  the  Securities  Exchange  Act  of 
1934  (15  UB.C.  $$  78a  et  seq.  as  amended 
by  Pub.  L.  No.  94-29  (June  4,  1975) ) .  As 
the  fee  is  payable  on  an  annual  basis, 
the  reporting  requirement  has  been  elim¬ 
inated  from  the  quarterly  form  and  will 
be  collected  on  an  annual  report. 

Three  supplementary  schedules  were 
proposed  to  be  added  to  Form  X-17A-5 
($  249.617)  to  collect  economic  and  sta¬ 
tistical  data  on  a  calendar  year  basis. 
Schedule  I  requires  the  reporting  of 
general  information  designed  to  measure 
certain  economic  and  financial  charac¬ 
teristics  of  the  broker  or  dealer.  Sched¬ 
ule  I  is  adopted  as  proposed.*  Schedule 
n  as  proposed  would  require  a  listing  of 
annual  gross  revenues  by  major  cate¬ 
gories  of  all  majority  owned  and  par¬ 
tially  owned  subsidiaries  and  afSliates 
of  the  broker  or  dealer.  Comments  have 
suggested  that  a  significantly  more  de¬ 
tailed  Khedule  should  be  required,  and 
therefore  proposed  Schedule  n  is  with¬ 
drawn.*  Schedule  ni  requires  a  detailed 
report  of  income  Information  from  bro¬ 
kers  and  dealers  filing  Part  II  of  Form 
X-17A-5  ($  249.617)  with  annusd  gross 
revenue  related  to  the  securities  business 
of  $10  million  or  more.  Proposed  Sched¬ 
ule  m-A  has  been  amended  to  Include 
the  subcategMy  “Options”  under  Line  2 
"Market-Making.”  * 

(2)  Revocation  of  Form  X-17A-10 

(§  249.618)  AND  Form  X-17A-20 

(§  249.636) 

Amended  Form  X-17A-5  (S  249.617) 
incorporates  the  data  presently  derived 
from  reports  on  Form  X-17A-10  ($  249.- 
618)  and  Form  X-17A-20  ($249,636). 
Those  commentators  which  addressed 
the  subject  of  the  proposed  revocatlm 
of  the  latter  forms  supported  the  reduc¬ 
tion  In  the  number  and  frequency  of  re¬ 
quired  reports  as  an  advancement  of  the 
goals  of  the  FOCUS  system,  and  the 


» The  text  of  the  amended  Part  II  State¬ 
ment  of  Revenue  and  Expenses  and  the  text 
of  the  accompanying  Instructions  are  at¬ 
tached  hereto  as  Appendix  A.  The  text  of 
the  anuNided  Fart  HA  Statement  of  Reve¬ 
nue  and  Expenses  and  the  text  of  the  accom¬ 
panying  Instructions  are  attached  hereto  as 
Appendix  B.  Copies  are  available  for  public 
Inspection.  Appendices  filed  as  a  part  of 
original  dociunent. 

■The  text  of  Schedule  I  and  the  text  of 
the  accompanying  Instructions  are  attached 
hereto  In  Appendix  C.  Copies  are  avaUable 
for  public  Inspection.  Appendix  filed  as  a 
part  of  original  document. 

*A  more  detaUed  “Consolidation  and  Di¬ 
versification  Schedule"  Is  proposed  In  place 
of  Schedule  n.  See  Securities  Exchange  Act 
Release  No.  13461,  AprU  32,  1977. 

*  The  text  of  Schedule  in  and  the  text  of 
the  accompanying  Instructions  are  attached 
hereto  In  Appendix  C.  Copies  are  available 
for  public  inspection.  Appendix  filed  as  a 
part  of  original  document. 


Commissfcm  hereby  revokes  Form  X-17A- 
10  <$  240.618)  and  Form  X-17A-20 
($  249.636). 

(3)  Amended  $  240.17a-4 

One  commentator  suggested  the  addi¬ 
tion  of  the  work  “schedules”  to  the  text 
of  proposed  amended  $  240.17a-4(b)  (8), 
to  clarify  that  the  records  which  must 
be  preserved  ccmtain  information  in  sup¬ 
port  of  the  entire  report  which  is  pre- 
psu-ed  as  of  the  audit  date.  The  adopted 
rule  incorporates  this  suggestion. 

(4)  Amended  $  240.17a-5 

Paragraph  (c)  (3)  of  §  240.17a-5  a.s 
proposed  would  require  that  unaudited 
statements  be  furnished  to  customers 
within  45  days  after  the  date  as  of  which 
the  statements  are  prepared.  Several 
commentators  have  indicated  that  this 
would  not  allow  sufficient  'time  for  the 
statements  to  be  prepared  and  enclosed 
with  the  monthly  mailing  to  customers, 
and  that  an  additional  separate  mailing 
would  incur  substantial  cost.  Suggested 
alternative  filing  periods  ranged  from 
60  days  to  105  days  after  the  date  as  of 
which  the  statements  are  prepared.  While 
the  Commission  realizes  the  economic  ad¬ 
vantage  of  coordinated  mailings,  it  also 
recognizes  the  necessity  of  providing  in¬ 
formation  to  customers  in  as  timely  a 
mantm*  as  possible,  and  therefore 
adopted  paragraph  (c)  (3)  requires  that 
these  statements  be  provided  to  custom¬ 
ers  within  65  days  after  the  date  as  of 
v^lch  they  are  prepared. 

Several  commentators  suggested  that 
the  requirements  of  paragraph  (d)(2) 
be  amended  to  Include  a  reconciliation 
between  the  consolidated  and  unconsoli¬ 
dated  balance  sheets.  The  disparity 
arises  as  a  result  of  the  consolidation 
methods  required  by  generally  accepted 
accounting  principles  with  respect  to  the 
annual  audited  report  and  those  utilized 
pursuant  to  $  240.15c3-l  in  conjunction 
with  the  quarterly  reports  on  Form  X- 
17A-5  (|  249.617) .  The  adopted  version 
of  paragraph  (d)  (2)  requires  that  sum¬ 
mary  financial  data  be  reported  for  sub¬ 
sidiaries  which  are  not  included  in  the 
balance  sheet  filed  as  part  of  Form  X- 
17A-5  (S  249.617)  Part  H  or  Part  HA. 

Comments  have  been  submitted  re¬ 
questing  that  the  Commission  define  the 
term  **adequacy”  as  that  term  is  intended 
to  be  used  in  the  proposed  amended  ver¬ 
sion  of  paragraph  (g)(1)  (iv)  which  re¬ 
quires  that  the  auditor  review  the  ade¬ 
quacy  of  the  broker’s  or  dealer’s  pro¬ 
cedures  for  complying  with  the  possession 
or  control  requirements  of  $  240.15c3-3. 
This  review  was  proposed  as  part  of 
the  repmllng  structure  Intended  to  re¬ 
place  Question  (2)  on  the  Schedule  of 
Information  for  Possession  or  Control 
Requirements  in  Part  n  of  Form  X-17A- 
5  ($249,617).  The  Commission  has  de¬ 
termined  to  adopt  this  provision  along 
with  the  remainder  of  the  new  reporting 
structure,  and  seek  public  ccunments 
with  respect  to  an  appropriate  definition 
of  “adequacy”  in  this  context.  As  the 
revised  reporting  structure  is  substan¬ 
tially  adopted,  brokers  and  dealers  need 
not  respond  to  Question  (2)  <m  the 
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Schedule  of  Information  for  Possession 
or  Control  Requirements  as  part  of  the 
report  filed  on  Part  n  of  Form  X-17A-6 
(S  249.617  for  the  calmdar  quarter 
ending  March  31,  1977.*  However,  bro¬ 
kers  and  dealers  should  be  aware  that 
this  question  m'jst  be  answered  In  con- 
jimction  with  the  report  prepared  by  the 
broker  or  dealer  on  Form  X-17A-5 
( §  249.617)  as  of  the  audit  date. 

(5)  Amknded  §  240.17a-10 

Comments  were  submitted  suggesting 
that  the  information  necessary  to  pre¬ 
pare  annual  schedule  m  which  Is  re¬ 
quired  to  be  Hied  In  conjunction  with  the 
report  on  Form  X-17A-5  (!  249.617)  as 
of  the  quarter  ending  December  31  of 
each  year  would  not  be  readily  obtain¬ 
able  within  17  business  days.  The  balance 
of  this  information  previously  was  re¬ 
quired  to  be  filed  within  60  calendar 
days  as  part  of  a  report  on  Form  X-17A- 
10  (8  249.618).  Adopted  8  240.17a-10  has 
been  revised  to  increase  the  filing  period 
for  this  schedule  to  60  calendar  days 
after  the  close  of  each  calendar  year. 

(6)  Amended  8  240.17a-ll 

No  adverse  comments  werq  received, 
and  8  240.17a-ll  is  adopted  as  proposed. 

(7)  Amended  8  240.17a-13 

Several  commentators  expressed  con¬ 
cern  that  the  proposed  amendment  to 
8  240.17a-13  would  not  permit  the  securi¬ 
ties  count  performed  by  the  auditor  in 
conjunction  with  the  audit  to  satisfy  the 
requirements  of  8  240.17a-13,  even  If  this 
securities  coimt  were  conducted  in  com¬ 
pliance  with  the  requirements  specified 
in  that  section.  The  C(xnmission  notes 
that  brokers  and  dealers  have,  as  a  mat¬ 
ter  of  practice,  engaged  an  independent 
public  accountant  to  conduct  the  securi¬ 
ties  count  required  by  8  240.17a-13,  even 
during  those  calendar  quarters  when  an 
audit  was  not  being  performed.  The 
Commission  does  not  object  to  the  prac¬ 
tice  of  an  independent  public  accountant 
conducting  a  securities  count  for  or  in 
conjunction  with  the  broker  or  dealer 
if  the  securities  coimt  which  is  c(m- 
ducted  fully  complies  with  the  require¬ 
ments  of  8  240.17a-13.  Further,  the  Cirni- 
misslon  does  not  object  to  this  practice 
during  quarters  other  than  the  one  in 
which  the  audit  is  conducted,  if  the  se¬ 
curities  count  which  is  performed  fully 
complies  with  the  requirements  of 
5  240.17a^l3. 

(8)  Proposed  Amended  8  240.17a-18 

The  proposed  amendments  to  8  240.17 
a-18  are  hereby  withdrawn!  for  further 
consideration. 

(9)  Amended  §  240.17a-19 

One  commentator  questlcmed  whether 
a  self -regulator  would  be  able  to  pro¬ 
vide  short-term  notice  as  to  a  change 
in  status  of  a  member  organization.  The 

•  Th»  Commlaslon  ti  proposing  to  amend 
Form  Z-lTA-d  to  require  tbat  this  question 
need  be  answMed  only  aa  part  of  the  rqwrt 
prepared  ae  of  the  fiscal  year  end  and  audit 
dat» 


Conunission  is  of  the  opinion  that  such 
notice  is  a  key  factw  in  the  early-warn¬ 
ing  and  surveillance  system,  and  there¬ 
fore  8  240.17a-19  is  adopted  as  proposed. 

(10)  Amended  8  240.17a-20 

No  adverse  comments  were  received, 
and  8  240.17a-20  is  adcmted  as  proposed. 

(11)  Amended  8  240.15c3-3 

No  adverse  commoitB  were  received, 
and  8  240.15c3-3  is  adopted  as  proposed. 

Text  or  Amended  Rules 

In  8  240.17a-4,  paragraph  (b)  (8)  is 
revised  and  (b)(9)  is  add^  as  foUows: 

§  2f0.17a— t  Records  lo  be  prew'rved  by 
certain  exchaiiue  members,  brokers 
and  dealer*.  ^ 

•  •  •  •  • 

(b)  •  •  • 

(8)  Records  which  contain  the  foUow- 
mg  information  in  support  of  amounts 
included  in  the  report  prepared  as  of  the 
audit  date  on  Form  X-17A-5  (8  249.617 
of  this  chapter)  Part  n  or  Part  HA  and 
in  the  annual  financial  statements  and 
schedules  required  by  8  240.17a-5(l> 

(XV) : 


«9)  The  records  required  to  be  made 
pursuant  to  8  240.15c3-3(d)  (4) . 

m  m  •  •  • 

In  8  240.17a-5,  paragraphs  (a><2>(l>. 
(11).  and  (ill),  (a)(3).  (b)(1),  (c)(2)  and 
(3).  (d)(1) (lU),  (d)(2),  (e)(1)  (i),  (e) 
(2).  (e)(4),  (e)(4)(m)  (B),  (C),  (D), 
(E),  and  (F),  (f)(2),  (g)(1)  (Iv),  (g)(3) 
are  revised  and  (b)  (6)  is  added  to  read 
as  foUows ; 

§  210. 17a— 5  Reports  to  Im-  made  b,')  cer¬ 
tain  brokers  anil  dealers. 

(a)  •  •  • 

i2)  (1)  Every  broker  or  dealer  subject 
to  this  paragraph  (a)  who  clears  trans¬ 
actions  or  carries  customer  accounts 
shaU  file  Part  I  of  Form  X-17A-5  (8  249.- 
617  of  this  chapter)  within  10  business 
days  after  the  end  of  each  month. 

(li)  Every  broker  or  dealer  subject  to 
this  paragraph  (a)  who  clears  transac¬ 
tions  or  carries  customer  accounts  shall 
file  Part  n  of  Form  X-17A-5  (8  249.617 
of  this  chapter)  within  17  business  days 
after  the  end  of  the  calendar  quarter  and 
within  17  business  days  after  the  date 
selected  for  the  annual  audit  of  financial 
statements  where  said  date  is  other  than 
a  calendar  quarter.  Certain  of  such  brok¬ 
ers  or  dealers  shall  file  Part  HA  in  lieu 
thereof  if  the  nature  of  their  business  is 
limited  as  described  in  the  instructions 
to  Part  II  of  Form  X-17A-5  (8  249.617  of 
the  chapter) . 

(ill)  Every  broker  or  dealer  who  does 
not  clear  transactions  nor  carry  cus¬ 
tomer  accounts  shall  file  Part  HA  of 
Form  X-17A-5  (8  249.617  of  this  chap¬ 
ter)  within  17  business  days  after  the 
end  of  each  calendar  quarter  and  within 
17  business  days  after  the  date  selected 
for  the  annual  audit  of  financial  state¬ 
ment  where  said  date  is  other  than  the 
end  of  the  calendar  quarter. 


•  •  •  •  • 

(3)  The  reports  provided  for  in  this 
paragraph  (a)  shall  be  considered  filed 
when  received  at  the  Commission’s  prin¬ 
cipal  ofBce  in  Washington.  D.C.  and  the 
regional  ofiQce  of  the  Commission  for  the 
region  in  which  the  broker  or  dealer  has 
its  principal  place  of  business.  All  re¬ 
ports  filed  pursuant  to  this  paragraph 
(a)  shall  be  deemed  to  be  cimfidentiai 
•  •  •  •  • 

(b)  Report  filed  upon  termination  of 
membership  interest.  (1)  If  a  broker  or 
dealer  holding  any  membership  interest 
in  a  national  securities  exchange  ceases 
to  be  a  member  In  good  standing  of  such 
exchange,  such  broker  or  dealer  shall, 
within  two  business  days  after  such 
event,  filed  wrlth  the  Cixnmlssion  Part  H 
or  Part  HA  of  Form  X-17A-5  (8  249.617 
of  this  chapter)  as  determined  by  the 
standards  set  forth  in  paragraphs  (a)  (2) 
(il)  and  (ill)  of  this  section  as  of  the 
date  of  such  event.  The  report  shaU  be 
filed  at  the  Cimunission's  lu'inclpal  office 
in  Washington,  D.C..  and  with  the  re¬ 
gional  office  of  the  Commission  for  the 
regicxi  in  which  the  broker  or  dealer  has 
its  principal  place  of  business. 

•  •  •  •  • 

(6)  Any  broker  or  dealer  who  is  re¬ 
quired  to  file  a  rep<M^  pursuant  to  this 
paragraph  (b)  by  virtue  of  terminating 
its  membership  Interest  in  a  self-regula- 
tory  organization  other  than  the  exam¬ 
ining  authority  designated  pursuant  to 
section  17(d)  of  the  Act  may  seek  an 
exemption  fnMn  the  requirement  to  file 
such  rep<xt  by  sulxnittlng  a  written  re¬ 
quest  to  the  Commission  no  later  than 

5  business  days  prior  to  the  date  of  ter¬ 
mination  of  the  membership  Interest. 
Such  request  shall  contain  the  following 
information : 

(i>  An  indication  as  to  whether  the 
broker  or  dealer  is  in  violation  of  the 
applicable  requirements  specified  in 
8  240.15C3-1  or  8  240.15c3-3; 

(ii)  An  indication  as  to  whether  the 
broker  or  dealer  is  experiencing  any  sig¬ 
nificant  financial,  operational  or  record¬ 
keeping  problems; 

( ill)  An  affirmation  that  the  broker  or 
dealer  is  in  compliance  with  sq>pllcable 
rules  of  the  Cemunission  and  ecu:h  self- 
regulatory  organization  of  which  the 
broker  or  dealer  is  a  member,  setting 
forth  in  detail  the  circumstances  sur¬ 
rounding  any  violations  of  such  rules. 

(iv)  A  detailed  description  of  the  rea¬ 
sons  for  the  requested  exemption. 

(c)  •  •  • 

(2)  Audited  statements  to  be  fur¬ 
nished.  The  following  statements  shall 
be  furnished  as  required  by  paragraph 

(c)(1)  of  this  section  within  105  days 
after  the  date  of  the  audited  report  re¬ 
quired  by  paragraph  (d)  of  this  section: 

•  •  •  •  • 

(3)  Unaudited  statements  to  be  fur¬ 
nished.  The  statements  shall  contain  the 
Information  specified  in  pcu-agrai^  (c) 
(2)  (1)  and  (ii)  of  this  section.  Said  un¬ 
audited  statements  shall  be  as  of  the  date 

6  months  from  the  date  of  the  ai^ted 
statements  required  to  be  furnished  pur- 
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suant  to  paragraphs  (c)(1)  and  (2)  of 
this  section.  Said  tmaudlted  statements 
Kha.li  be  furnished  not  later  than  65  days 
after  the  date  as  of  which  the  statements 
are  prepared. 

(d) (1)  •  *  • 

(ill)  A  broker  or  dealer  which  Is  a 
member  of  a  national  securities  ex¬ 
change  and  has  transacted  a  business  In 
securities  solely  with  or  for  other  mem¬ 
bers  of  a  national  securities  exchange, 
and  has  not  carried  any  margin  account, 
credit  balance  or  security  for  any  per¬ 
son  who  Is  defined  as  a  “customer”  In 
paragraph  (c)(4)  of  this  section,  shall 
not  be  required  to  file  a  report  under  this 
paragraph. 

(2)  The  annual  audited  report  shall 
a  Statement  of  Financial  (Condi¬ 
tion  (in  a  format  and  on  a  basis  which 
is  consistent  with  the  totals  reported  cm 
the  Stat^ent  of  Financial  Condition 
contained  In  Form  X— 17A— 5  (5  249.617 
<rf  this  chapter) ,  Part  n  or  Part  HA,  a 
Statement  of  Income,  a  Statement  of 
Changes  In  Financial  Position,  a  State¬ 
ment  of  Changes  in  Stockholders’  or 
Partners’  or  Sole  Proprietor’s  Equity,  and 
Statement  of  Changes  in  Liabilities.  Sub¬ 
ordinated  to  Claims  of  General  Credi¬ 
tors.)  Such  statements  shall  be  in  a  for¬ 
mat  and  on  a  basis  which  Is  consistent 
with  such  statements  as  ccmtalned  In 
Form  X-17A-S  (§  249.617  of  this  chapter) 
Part  n  or  Part  IIA.  If  the  Statement  of 
Financial  Condition  filed  in  accordance 
with  Instructions  to  Form  X-17A-5,  Part 
n  or  Part  HA.  Is  not  consolidated,  a 
summary  of  financial  data,  including  the 
assets,  liabilities,  and  net  worth  or  stock- 
hcdders’  equity,  for  subsidiaries  not  con¬ 
solidated  In  the  Part  n  or  Part  HA  State¬ 
ment  of  Financial  Cmidltlcm  as  filed  by 
the  broker  or  dealer  should  be  Incliided 
in  the  notes  to  the  consolidated  state¬ 
ment  of  financial  condition  reported  on 
by  the  Independent  public  accountant. 

•  •  •  •  • 

(e)  •  *  • 

(1)  (1)  An  audit  shall  be  conducted  by 
a  public  accoimtant  who  shall  be  in  fact 
Independent  as  defined  in  paragraph  (f ) 

(3)  of  this  section  herein,  and  he  shall 
glre  an  opinion  covering  the  statements 
filed  pursuant  to  paragraph  (d) :  Pro¬ 
vided,  however.  That  the  financial  state¬ 
ments  filed  pursuant  to  paragraph  (d) 
of  this  section  need  not  be  audited  if, 
since  the  date  of  the  previous  financial 
statements  or  report  filed  pursuant  to 
§  240.15bl-2  or  this  section:  (A)  The  se¬ 
curities  business  of  such  broker  or  dealer 
has  been  limited  to  acting  as  broker 
(agent)  for  an  issuer  in  soliciting  sub¬ 
scriptions  for  securities  of  such  issuer, 
said  broker  has  promptly  transmitted  to 
such  issuer  all  funds  and  promptly  de¬ 
livered  to  the  subscriber  all  securities  re¬ 
ceived  in  coimection  therewith,  and  said 
broker  has  not  otherwise  held  funds  or 
securities  for  or  owed  money  or  securities 
to  customers;  or  (B)  its  securities  busi¬ 
ness  has  been  limited  to  buying  and  sell¬ 
ing  evidences  of  indebtedness  secured  by 
mortgage,  deed  or  trust,  or  other  lien 
upon  real  estate  or  leasehold  interests, 
and  said  broker  or  dealer  has  not  carried 


any  margin  account,  credit  balance,  ot 
security  for  any  securities  customer. 

(2)  Attached  to  the  report  diall  be 
an  oath  or  affirmation  that,  to  the  best 
knowledge  and  belief  of  the  person  mak¬ 
ing  such  oath  or  affirmation,  (i)  the  fi- 
nancitd  statements  and  schedules  are 
true  and  correct  and  (11)  neither  the 
broker  or  dealer,  nor  any  partner,  officer, 
or  director,  as  the  case  may  be,  has  any 
proprietary  Interest  In  any  account  clas¬ 
sified  solely  as  that  of  a  customer.  The 
oath  or  affirmation  shall  be  made  before 
a  person  duly  authorized  to  administer 
such  oaths  or  affirmations.  If  the  broker 
or  dealer  Is  a  sole  proprietorship,  the 
oath  or  affirmation  shall  be  made  by  the 
proprietor;  If  a  partnership,  by  a  general 
partner;  or  If  a  corporation,  by  a  duly 
authorized  officer. 

•  •  •  •  • 

(4)  The  broker  or  dealer  shall  file  with 
the  report  a  supplemental  report  which 
shall  be  covered  by  an  opinion  of  the 
Independent  public  accoimtant  on  the 
status  of  the  membership  of  the  broker 
or  dealer  In  the  Securities  Investor  Pro¬ 
tection  Corporation  (“SIPC”)  If,  pur¬ 
suant  to  paragraph  (e)  (1)  of  this  sec¬ 
tion,  a  report  of  the  broker  or  dealer 
Is  required  to  be  covered  by  an  opinion 
of  a  certified  public  accountant  or  a  pub¬ 
lic  accountant  who  Is  In  fact  Independ¬ 
ent.  The  supplemental  report  shall  cover 
the  SIPC  annual  general  assessment  rec¬ 
onciliation  or  exclusion  from  member¬ 
ship  forms  not  previously  reported  on 
under  this  subparagraph  (4)  which  were 
required  to  be  filed  on  or  prior  to  the 
date  of  the  report  required  by  para¬ 
graph  (d)  of  t^  section.  ’Hie  supple¬ 
mental  report,  an  original  of  which  shall 
be  submitted  to  the  regional  office  of  the 
CXimmlsslon  for  the  region  In  which  the 
brewer  or  dealer  has  Its  principal  pl&u;e 
of  business,  the  Commission’s  principal 
office  In  Washington,  the  principal  office 
of  the  designated  examining  authority 
for  such  brewer  or  dealer  and  the  office 
of  SIPC,  Shan  be  bound  separately,  be 
dated  and  be  signed  manuafiy,  and  shaD 
Include  the  fonowing: 

•  •  •  '  •  • 

(iii)  •  •  • 

(B)  For  aU  w  any  portion  of  a  fiscal 
year  ending  In  1976  and  each  fiscal  year 
thereafter,  comparison  of  amounts  re¬ 
flected  In  the  annual  report  required  by 
paragraph  (d)  of  this  section,  with 
amounts  reported  In  the  Annual  General 
Asses.sment  Reconclllatlcm  (Form 
SIPC-7) ; 

(C)  Comparison  of  adjiistments  re¬ 
ported  in  Form  SIPC-7  with  supporting 
schedules  and  working  papers  support¬ 
ing  adjustments; 

(D)  Proof  of  arithmetical  accuracy  of 
the  calculations  reflected  in  Form  SIPC- 
7  and  in  the  schedules  and  woiiclng 
papers  supporting  adjustments;  and 

(E)  Comparison  of  the  amount  of  any 
overpayment  applied  with  the  Form 
SIPC-7  (m  which  It  was  computed;  or 

(F)  If  exclusion  from  membership  Is 
claimed,  the  accountant  shall  review  the 
annual  report  required  by  paragraph  (d) 
of  this  section  for  all  or  any  portion  of 


a  fiscal  year  ending  In  1976  and  each 
fiscal  year  thwea/ter  to  ascertain  that 
the  Certification  of  Exclusion  from 
Membership  (Form  SIP(?-7)  was  con¬ 
sistent  with  the  Incmne  reported. 

(f)  •  •  • 

(2)  DesiffruUion  of  accountant.  (1) 
Every  broker  or  dealer  vdilch  Is  required 
by  paragraph  (d)  of  this  section  to  file 
an  annual  report  of  financial  statements 
shall  file  no  later  than  December  10  of 
each  year  a  statement  with  the  Commis¬ 
sion’s  mdncipal  (rfBce  in  Washington, 
D.C.,  the  regional  office  of  the  Commis¬ 
sion  for  tile  r^on  In  which  Its  principal 
place  of  business  is  located  and  the 
prlncipcJ  office  of  the  designated  examin¬ 
ing  authmlty  for  such  broker  or  dealer. 
Such  statement  shall  Indicate  the  exist¬ 
ence  of  an  agreement  dated  no  later  than 
December  1,  with  an  Independent  public 
accountant  covering  a  contractual  com¬ 
mitment  to  conduct  the  looker’s  or 
dealer’s  annual  audit  during  the  follow  ¬ 
ing  calendar  year. 

(H)  The  agreement  may  be  of  a  con¬ 
tinuing  nature,  i»ovldlng  for  successive 
yearly  audits.  In  which  case  no  further 
filing  Is  required.  If  the  agreement  is  for 
a  single  audit  or  If  the  continuing  agree¬ 
ment  previously  filed  has  been  termi¬ 
nated  or  amended,  a  new  statement  must 
be  filed  by  the  required  date. 

(Ill)  l^e  stat^ent  shall  be  headed 
“Notice  pursuant  to  Rule  17a-5(f)(2)” 
and  shall  contain  the  following  infor¬ 
mation. 

(A)  Name,  address,  telephone  number 
and  registration  number  of  the  broker 
or  dealer; 

(B)  Name,  address  and  telephone 
number  of  the  accounting  firm; 

(C)  The  audit  date  of  the  broker  or 
dealer  for  the  year  covered  by  the  agree¬ 
ment. 

(Iv)  Any  broker  or  dealer  which  is 
exempted  freun  the  requirement  to  file 
an  annual  audited  report  of  financial 
statements  shall  nevertheless  file  the  no¬ 
tice  specified  herein  Indicating  the  date 
as  of  which  the  unaudited  report  will  be 
prepared. 

(V)  Notwithstanding  the  date  of  filing 
specified  In  paragraph  (f )  (2)  (1)  of  this 
section,  every  bredeer  or  dealer  shall  file 
the  notice  provided  for  In  peuagraph 
(f)  (2)  of  this  section  within  30  days  fol¬ 
lowing  the  effective  date  of  registration 
as  a  broker  or  dealer. 

•  •  •  •  # 

(g)  •  •  * 

(I)  •  •  • 

(Iv)  In  obtaining  and  maintaining 
I^hyslcal  possesslcm  control  of  all  fully 
paid  and  excess  margin  securities  of  cus- 
tmners  as  required  by  i  240.15c3-3.  Such 
review  shall  Include  a  determination  as 
to  the  adequacy  of  the  procedures  de¬ 
scribed  In  the  records  required  to  be 
maintained  pursuant  to  i  340.15c3-3(d) 
(4). 

•  •  •  •  # 

(3)  A  material  inadequacy  in  the  ae- 
coimtlng  cystem.  Internal  accounting 
controls,  procedures  for  safeguarding  m-  , 
curlUes,  and  practices  and  proceduiea 
referred  to  In  paragraph  (g)  (1)  of  thli 
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section  which  It  expected  to  be  reported 
under  these  audit  objectives  Inchides  snj 
condltl<Mi  which  has  contributed  sub¬ 
stantially  to  or,  if  appropriate  corrective 
action  is  not  taken,  could  reasonably  be 
expected  to  (1)  inhibit  a  broker  or  dealer 
frcHn  promptly  com;detlng  securities 
transactions  or  promptly  discharging 
his  responsibilities  to  customers,  other 
brokers  and  dealers  or  creditors;  (11)  re¬ 
sult  in  material  financial  loss;  (111)  result 
in  material  misstatements  in  the  broker’s 
or  dealer’s  financial  statements;  or  (Iv) 
result  In  violations  of  the  Commission’s 
recordkeeping  or  financial  responsibility 
rules  to  an  extent  that  could  reasonably 
be  expected  to  result  In  the  conditions 
described  in  paragnu>hs  (g)  (3)  (1) ,  (11) , 
or  (IID  ot  this  section. 

•  •  •  •  • 

In  S  240.17a-10,  paragraphs  (a),  (b), 
and  (d)  are  revised  to  read  as  follows: 

§  240.17a— 10  Report  of  revenue  and  ex¬ 
penses. 

(a) (1)  Every  broker  or  dealer  ►ex¬ 
empted  from  the  filing  requirements  of 
paragraiA  (a)  of  9  240.17a'-S  shall,  not 
lattf  than  17  business  days  after  the 
close  of  each  cal^dar  year  (comm«aiclng 
with  calendar  year  1977),  file  the  Facing 
Page,  a  Statem^t  of  Income  (Loss)  and 
balance  sheet  from  Part  HA  (rf  PV>nn 
X-17A-5  (9  249.617  of  this  chapter)  and 
Schedules  I  and  n  ot  Form  X-17A-5 
(9  249.617  of  this  chapter)'^  for  such 
calendar  year. 

►  (2)  Every  broker  or  dealer  subject 
to  the  filing  requirements  of  paragraph 
(a)  of  9  240.17a-5,  shall  submit  Schedules 
I  and  n  of  Form  X-17A-5  (9  249.617  of 
this  chapter)  with  Its  Form  X-17A-5 
(9  249.617  of  this  chapter)  for  the  cal¬ 
endar  quarter  ending  December  31  of 
each  year. 

(3)  Every  broker  or  dealer  subject  to 
the  filing  requlronents  of  paragnu>h  (a) 
of  9  240.17a-6  which  has  gross  revenue 
related  to  the  securities  business  which 
equals  or  exceeds  $10  million  for  the 
calendar  year  shall,  not  later  than  17 
business  ^ys  after  the  close  of  each 
calendar  year  (commencing  with  calen¬ 
dar  year  1976),  sulmilt  Schedule  L  n 
and  m  of  Form  X-17A-5  (9  249.617  of 
this  chapter)  with  Its  submission  of 
Form  X-17A-5  (9  249.617  of  this  chap¬ 
ter)  for  the  cal^dar  quarter  endl^ 
December  31  of  each  year.  Every  broker 
or  dealer  subject  to  the  requirements  of 
this  paragraph  (a)  (3)  shall  submit 
Schedule  ni  of  Form  X-17A-5  (9  249.617 
of  this  chapter)  within  60  calendar  days 
after  the  close  of  each  year. 

(b)  The  provisions  of  paragraph  (a) 
of  this  section  shall  not  apply  to  a  mem¬ 
ber  of  a  national  securities  exchange  or 
a  registered  national  securities  associa¬ 
tion  which  maintains  records  containing 
the  information  required  by  Form  X- 
17A-5  (9  249.617  of  this  chapter)  as 
to  each  of  Its  members,  and  which  trans¬ 
mits  to  the  Commission  a  copy  of  the 
record  as  to  each  such  member  pursuant 
to  a  plan,  the  procedures  and  provisions 
of  which  have  been  submitted  to  and  de¬ 
clared  effective  by  the  Commission.  Any 


such  idan  filed  by  a  national  securities 
exchange  or  a  registered  national  secu¬ 
rity  association  may  provide,  that  when 
a  member  Is  also  a  member  of  one  or 
more  national  secmltles  exchanges,  or  of 
one  or  more  national  securities  ex¬ 
changes  and  a  registered  national  secu¬ 
rities  association,  the  Information  re¬ 
quired  to  be  submitted  with  respect  to 
any  such  member  may  be  transmitted  by 
only  one  specified  national  securities  ex¬ 
change  or  registered  national  securities 
association.  For  the  purpose  of  this 
section,  a  plan  filed  with  the  Conunls- 
sion  by  a  national  securities  exchange  or 
a  registered  national  securities  associa¬ 
tion  shall  not  become  effective  unless  the 
Commission,  having  due  regard  for  the 
public  interest,  for  the  protection  of  in¬ 
vestors,  and  for  the  fulfillment  of  the 
Commission’s  functions  under  the  pro¬ 
visions  of  the  Act,  declares  the  plan  to 
be  effective.  Further,  the  Commission,  in 
declaring  any  siich  plan  effective,  may 
impose  such  terms  and  conditicxis  rat¬ 
ing  to  the  provisions  ot  the  plan  and 
the  period  of  its  effectiveness  as  may  be 
deemed  necessary  or  appropriate  In  the 
public  interest,  for  the  protection  in¬ 
vestors,  or  to  carry  out  the  Commission’s 
duties  under  the  Act. 

•  •  •  •  • 

(d)  In  the  event  any  brok«‘  or  dealer 
finds  that  It  cannot  file  the  annual  re¬ 
port  required  by  paragrai^  (a)  of  this 
secticm  within  the  time  q;>ecifled  with¬ 
out  undiie  hardship,  It  may  file  with  the 
Commission’s  principal  office  in  Wash¬ 
ington,  D.C..  prlM*  to  the  date  upon 
which  the  report  Is  diie,  an  apidlca- 
tlon  for  an  extension  of  time  to  a  speci¬ 
fied  date  which  shall  not  be  later  than 
60  days  after  the  close  ot  the  calen¬ 
dar  jrear  for  which  the  repmt  Is  to  be 
made.  The  application  shall  state  the 
reasmis  for  the  requested  extension  and 
shall  contain  an  agreement  to  file  the 
report  on  or  before  the  specified  date. 

In  9  240.17a-ll,  paragn^hs  (a),  (b) 

(1),  and  (b)(2)  are  revised  and  (b)(4) 
is  added  to  read  as  fc^ows: 

§  240-1 7a— 11  Supplemental  current  fi¬ 
nancial  and  operational  reports  to  be 
made  by  certain  exchange  members, 
brokers  and  dealers. 

(a)  £^very  member,  broker  or  dealer 
subject  to  9  240.15c3-l,  whose  net  capital 
at  any  time  is  less  than  the  minimum 
required  by  any  capital  rule  to  which 
su<^  person  is  subject  and  every  mem¬ 
ber,  broker  or  dealer  subject  to  9  240.- 
15c3-l  whose  total  outstanding  principal 
amounts  of  satisfactory  subordination 
agreements  exceeds  the  maximum  allow¬ 
able  for  a  period  In  excess  of  90  days 
in  accordance  with  the  provisions  of 
9  240.15c3-l(d).  shaU: 

(1)  Give  telegraphic  notice  as  set  forth 
In  paragraph  (f)  of  this  section  that 
such  person’s  net  capital  is  less  than  is 
required  by  any  such  capital  rule,  idrati- 
fying  the  applicable  net  capital  rule  or 
rules  or  that  such  person’s  total  out¬ 
standing  principal  amounts  of  satisfac¬ 
tory  subordination  agreements  exceeds 
the  maximum  allowable  in  accordance 
with  the  provisions  of  9  250.15c3-l(d). 


’The  notice  shall  be  given  on  the  same 
day  that  such  porscm’s  capital  becomes 
less  than  required  by  any  the  afore¬ 
said  niles  to  which  such  person  Is  sub¬ 
ject  or,  with  respect  to  the  total  out¬ 
standing  principal  amounts  of  satisfac¬ 
tory  subordination  agreements,  on  the 
first  day  upon  which  such  amount  has 
exceeded  the  maxlmiun  allowable  for  a 
period  in  excess  of  90  days. 

(2)  Within  24  hours  thereafter  file 
Part  n  or  Part  IIA  of  Form  X-17A-5 
(9  249.617  of  this  chapter)  as  determined 
In  accordance  with  the  standards  set 
forth  In  99  240.17a-5(a)(2)(U)  and  (a) 
(2) (ill),  and  such  supplementary  infor¬ 
mation  as  may  be  required. 

(b)(1)  If  a  computation  made  by  a 
broker  or  dealer  pursuant  to  the  require¬ 
ments  of  9  240.15c3-l(c)  shows,  at  any 
point  during  the  month,  that  his  aggre¬ 
gate  Indebtedness  is  in  excess  of  1,200 
per  centum  of  his  net  capital,  or  that 
his  total  net  capital  is  less  than  120  per 
centum  of  the  minimum  net  capital  re¬ 
quired  of  him,  such  person  shall  file  a 
report  on  Part  n  or  Part  IIA  of  Form 
X-17A-5  (9  249.617  of  this  chapter)  as 
determined  in  accordance  with  the 
standards  set  forth  In  99  240.17a-5(a) 
(2)  (U)  and  (a)  (2) (ill),  within  15  calen¬ 
dar  days  after  the  end  of  each  month 
thereafter  until  3  successive  months  sh«»Ji 
have  elapsed  during  which  his  aggregate 
indebtedness  does  not  exceed  1,200  per 
centum  of  his  net  ci4)ltal.  and  his  total 
net  capital  does  not  fall  below  120  per 
centum  of  the  minimum  net  capital  re¬ 
quired  of  him. 

(2)  If  a  computation  made  by  a  mem¬ 
ber,  broker  or  dealer  to  9  240.15c3-l(f) 
shows,  at  any  point  during  the  month, 
that  his  net  capital  Is  leas  than  6  percent 
of  aggregate  debit  Items  computed  In 
accordance  with  9  240.15c3-3  Exhibit  A: 
Formula  for  the  Determination  of  Re¬ 
serve  Requirements,  or  that  his  total  net 
capital  Is  less  than  120  per  centum  of 
the  minimum  net  capital  required  of 
him,  such  broker  or  dealer  xhiJ]  file  a 
report  on  Part  n  or  Part  HA  of  Form 
X-17A-5  (9  249.617  of  this  chapter)  as 
determined  in  accordance  with 
standards  set  forth  In  99  240.17a-5(a) 
(2)  (U)  and  (a)  (2)  (111),  within  15  calen¬ 
dar  days  after  the  end  of  each  month 
thereafter  imtil  three  successive  months'^ 
shall  have  elapsed  during  which  his  net 
capital  is  not  less  than  six  percent  of 
aggregate  debit  items  computed  in  ac¬ 
cordance  with  9  240.15c3-3  Exhibit  A. 
and  his  total  net  capital  does  not  fall 
below  120  per  centmn  of  the  minimum 
net  capital  required  of  him. 

(3)  •  •  • 

(4)  If  a  member,  broker  or  dealer 

subject  to  the  requirements  of  9  240.15c3- 
1(c)  (2)  (X)  (F)  (3),  9  240.15c3-l(c)  (2) 

(X)  (B)(1)  or  9  240.15c3-ld(c)  (2)  faUs 
to  comply  with  the  financial  responsibil¬ 
ity  standards  set  forth  in  any  of  the 
above  provisions,  such  member,  broker 
or  dealer  shall  immediately  give  no¬ 
tice  of  such  event  as  specified  in  such 
provision. 

•  «  A  •  G 

In  9  240.17a-13,  paragraph  (b)(5)  Is 
revised  to  read  as  follows: 
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§  240.17a-13  Oi''-rterly  •ecurily  counie 
to  be  made  by  certain  exchange  mem¬ 
bers,  brokers  and  dealers. 

•  •  •  •  • 

(b)  •  •  • 

(5)  Record  on  the  books  and  records 
of  thejnember,  broker,  or  dealer  all  un¬ 
resolved  differences  setting  forth  the  se¬ 
curity  Involved  and  date  of  comparison 
In  a  security  count  difference  accoimt  no 
later  thsm  7  business  days  after  the  date 
of  each  required  quarterly  security  ex¬ 
amination,  count,  and  verification  In  ac¬ 
cordance  with  the  requirements  provided 
In  paragraph  (c)  of  this  section.  Pro¬ 
vided,  however.  That  no  examination, 
count,  verification,  and  c<«nparlson  for 
the  piirpose  of  this  section  shall  be  within 
2  months  of  or  more  than  4  months  f<d- 
lowlng  a  prior  examination,  count,  veri¬ 
fication,  and  comparison  made  here- 
imder. 

•  •  •  •  • 

Section  240.17a-19  Is  revised  to  read  aa 
follows: 

§  244l.l7a-19  Form  X-17A-19  Report 
by  national  securities  exchanges  and 
registered  national  securities  asso¬ 
ciations  of  changes  in  the  member¬ 
ship  status  of  any  of  their  members. 

(a)  within  24  hours  of  the  occur¬ 
rence  the  Initiation  of  the  membership 
of  any  person,  or  the  suspension  or  ter¬ 
mination  of  the  membership  of  any 
member  for  which  It  Is  the  designated 
examining  authority,  (unless  a  notice  of 
such  event  previously  has  been  filed)  or 
upon  learning  that  one  or  more  of  such 
events  will  occur,  every  national  securi¬ 
ties  exchange  and  every  registered  na¬ 
tional  secmltles  association  shall  give 
telegrajdilc  notice  of  events  required  to 
be  reported  pursuant  to  Section  240.17a- 
19  to  the  Commission  at  Its  prlnclpcd 
office  In  Washington,  D.C.,  the  Reslcmal 
Office  of  the  Commission  for  the  region 
In  which  the  member  has  Its  principal 
place  of  business,  and  the  Securities  In¬ 
vestor  Protection  Corporation. 

(b)  Every  national  securities  ex¬ 
change  and  every  registered  national 
securities  association  shall  file  with  the 
Commission  at  Its  principal  office  In 
Washington,  D.C..  the  Regkmal  Office  of 
the  Commission  for  the  region  In  which 
the  member  has  Its  principal  place  of 
business,  and  the  Securities  Investor 
Protection  Corporation  such  Information 
as  Is  required  by  {  249.635  of  this  chap¬ 
ter  on  Form  X-17A-19  within  5  busi¬ 
ness  days  of  the  occurrence  of  the 
Initiation  of  the  membership  of  any  per¬ 
son,  or  the  suspension  or  termination  of 
the  membership  of  any  member  (unless 
a  notice  of  such  event  previously  has 
been  filed)  or  promptly  upon  learning 
that  one  or  more  of  such  events  will 
occur.  Nothing  In  this  section  shall  be 
deemed  to  relieve  a  national  securities 
exchamge  of  Its  responsibilities  imder 
S  240.17a-6(b)  (5)  except  that  to  the 
extent  a  national  securities  exchange 
promptly  files  a  report  on  Form  X-17A- 
19  Including  therewith.  Inter  alia.  Infor¬ 
mation  sufficient  to  satisfy  the  require¬ 
ments  of  S  240.17a-5(b)  (5),  it  shall 


not  be  required  to  file  a  report  pursuant 
to  S  240.17ar-S(b).  Up(Hi  the  occurrence 
of  the  evoits  described  In  this  para¬ 
graph,  every  national  securities  ex¬ 
change  and  every  registered  national 
seciuitles  sissoclation  shall  notify  in  writ¬ 
ing  such  member  of  Its  responsibilities 
under  S  240.17ar-5(b) . 

Section  240.17a-12  Is  revised  to  read 
as  follows: 

§  240. 17a— 20  Monitoring  effect  of  com¬ 
petitive  commission  rates. 

(a) (1)  Every  broker  or  dealer  sub¬ 
ject  to  the  filing  requirements  of  para¬ 
graph  (a)  of  §  240.17a-5  shall  file,  not 
later  than  17  business  days  after  the 
close  of  each  calendar  quarts,  a  report 
of  its  revenues  and  expenses  and  related 
financial  and  other  Information  for  each 
calendar  quarter  on  Form  X-17A-5 
(8  249.617  of  this  chapter.) 

(2)  The  provisions  of  paragnq;)h8 
(a)  (1)  of  this  section  shall  not  ai^ly  to  a 
member  of  a  natlcmal  securities  exchange 
cfc  a  registered  national  securities  as¬ 
sociation  if  said  exchange  or  association 
mii.iTttft.tns  records  containing  the  In¬ 
formation  required  by  i  249.617  of  this 
chapter  on  PV>rm  X-17A-5  as  to  such 
member,  and  transmits  to  the  Commis¬ 
sion  a  (xvy  of  the  records  as  to  such 
member  pursuant  to  a  plan,  the  proce¬ 
dures  anri  provisions  of  which  have  been 
submitted  to  and  declared  effective  by 
the  Commission.  Any  such  plan  filed  by  a 
natkmal  securities  exchange  or  a  regis¬ 
tered  natlcmal  securities  association  may 
provide  that  when  a  member  Is  also  a 
member  of  <me  or  more  national  securi¬ 
ties  exchanges,  or  of  one  or  more  na¬ 
tional  securities  exchanges  and  a  regis¬ 
tered  national  securities  asscx:latlon,  the 
infonnatiem  required  to  be  submitted 
with  respect  to  any  such  member  may 
be  submitted  by  only  one  designated  na¬ 
tional  securities  exchange  or  registered 
national  securities  assexsiatiem.  For  the 
purpose  of  this  sectiem,  a  plan  filed  with 
the  CTommlsslon  by  a  national  securities 
exchange  or  a  registered  national  secu¬ 
rities  ass(x:iatlon  shall  not  become  ef¬ 
fective  unless  the  Ccxnmlsslon,  having 
due  regard  for  the  fulfillment  of  the 
Commission’s  functions  under  the  pro¬ 
visions  of  the  Act,  declares  the  plan 
to  be  effective.  Further,  the  Commis¬ 
sion,  in  declaring  any  such  plan  effective 
may  Impose  such  terms  and  conditions 
relating  to  the  provisions  of  the  plan  and 
the  period  of  its  effectiveness  as  may  be 
deemed  necessary  or  appropriate  In  the 
public  Interest,  for  the  pro^tion  of  In¬ 
vestors,  or  to  carry  out  toe  Commission’s 
duties  under  toe  Act. 

(3)  Individual  reports  filed  pur¬ 
suant  to  paragraph  (a)  of  this  sectlcm 
are  to  be  considered  nonpublic  Informa¬ 
tion.  exc^t  in  cases  where  toe  Commis¬ 
sion  determines  that  it  Is  in  the  public 
Interest  to  direct  otherwise. 

(b)  On  written  request  of  any  na¬ 
tional  securities  exchange,  registered 
national  securities  association,  broker  or 
dealer,  or  on  Its  own  motion,  the  Com¬ 
mission  may  grant  an  extension  of  time 
or  an  exemption  from  any  of  the  re¬ 


quirements  of  I  240.17a-20  or  8  249.617 
(Form  X-17A-5)  of  this  chapter  either 
unconditionally  or  on  specified  terms  and 
condltlcms. 

In  8  240.15c3-3,  paragraph  (d)  (4)  Is 
added  to  read  as  foUows: 

§  240.15c3— 3  Customer  prole«'lion — re¬ 
serves  and  custody  of  seeurilies. 

•  •  •  •  • 

(d)  •  *  • 

(4)  A  broker  or  dealer  which  Is  sub¬ 
ject  to  toe  requirements  of  8  240.15c3-3 
with  respect  to  physical  possession  or 
control  of  fully  paid  and  excess  mar¬ 
gin  securities  shall  prepare  and  main¬ 
tain  a  current  and  detailed  descrip¬ 
tion  of  the  procedures  which  it  uti¬ 
lizes  to  comply  with  the  possession  or 
ctmtrol  requirements  set  forth  in  this 
section.  The  records  required  herein  shall 
be  made  available  upon  request  to  the 
Commission  and  to  the  designated  ex¬ 
amining  authority  for  such  broker  or 
dealer. 

Section  249.617  is  revised  to  read  as 
foUows: 

S  249,617  Form  X— 17A— 5,  Informulion 
required  of  certain  brokers  and  deal¬ 
ers  pursuant  to  §  17  of  the  .Securi¬ 
ties  Exchange  Act  of  1934  and 
§240.17a-5,  §  240.1 7a-10,  §240.- 
17»-11  and  §  240.17a-20  of  this 
chapter. 

Appropriate  parts  of  this  form  shall 
be  used  by  every  broker  or  dealer  re¬ 
quired  to  file  reports  under  8  240.17a^5 
(a) ,  (b) ,  and  (d) ,  8  240.17ar-l0(a) ,  §  240.- 
17a-ll.  and  8  240.l7a-20a)  of  this 
chapter. 

Section  249.618  Is  revoked: 

§  249.618  Form  X— 17A— 10,  annual  re- 
pml  of  revenue  and  expenses  to  be 
filed  by  brokers  and  dealers  pursuant 
to  Section  17  of  the  Act  and 
§  240.17a— 10  of  this  chapter.  [Re¬ 
voked] 

Section  249.636  is  revoked: 

§  249.636  Form  X— 17A— 20  Monitoring 
effect  of  competitive  commission 
rates  ■  revenue  and  expense  informa¬ 
tion.  [Revoked] 

Statxjtory  Basis  and  Competitive 
Considerations 

The  amendments  to  §8  240.17a-4.  240.- 
17a^,  240.17ar-10,  240.17a-ll,  240.17ar-l3. 
240.17a-19.  240.17a-20.  240.15c3-3,  and 
249.617,  and  toe  revocation  of  88  249.618 
and  249.636  are  effected  pursuant  to  15, 
17  and  23  of  the  Securities  Exchange 
Act  of  1934  (“toe  Act’’)  (16  U.S.C.  78o, 
78q,  78w).  The  CMiunlssioQ  has  deter¬ 
mined  that  toe  amendments  Impose  no 
burden  on  cmnpetltlon  not  necessary 
or  appriHU’iate  In  furtherance  of  toe  pur¬ 
poses  ol  the  Act  and  are  not  Inconsistent 
with  toe  public  Interest  or  toe  protec¬ 
tion  of  Investors,  as  toe  amendments 
lessen  any  existing  burden  on  competi¬ 
tion  by  reducing  toe  number  and  fre¬ 
quency  (ff  r^iorts  required  to  be  filed  by 
brokers  and  dealers. 
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EmcTivK  Date 

iTie  amendments  adopted  herein  are 
eOectlTe  June  90,  1977.  A  primary  effect 
of  the  amendments  adopted  herein  Is  to 
InteKrate  the  reports  previously  required 
on  Form  X-17A-10  (S  249.618)  and  Form 
X-17A-30  (|  249.636)  into  the  reports 
filed  on  Form  X-17A-5  (§249.617).  In 
order  to  provide  a  complete  and  con¬ 
sistent  data  base  for  calendar  year  1977 
and  thereby  permit  the  elimination  of 
Form  X-17A-10  (§249.618)  and  Form 
X-17A-20  (§249.036),  reports  for  the 
first  calendar  quarter  must  be  filed  on  the 
revised  income  statement  of  Part  n  or 
Part  nA  of  Form  X-17Ar-5  (§  249.617).* 
Although  the  utilization  of  the  amended 
inoome  statement  may  be  inconvenient 
for  certain  firms,  the  alternative  is  the 


*  Certain  of  the  self-regulatory  organlza- 
Uona  have  printed  the  revised  Income  state- 
amna  and  wUl  be  distributing  it  to  their 
members  to  be  utilized  In  oonjun^on  with 
the  first  calendar  quarter  reporta.  Ihoee 
fima  whiea  uaa  the  preaant  vatekm  at  the 
InooeBa  atataasaat  for  the  first  calendar 
qisartar  report  wUl  bo  required  to  reflle  tbe 
data  In  ttia  amended  format  as  an  attacb- 
meat  to  too  report  filed  for  the  second  calen¬ 
dar  quarter. 


flimg  of  separate  reports  on  Form 
X-17A-10  and  FUrm  X-17A-20  for  cal¬ 
endar  year  1977.  Because  the  revised  In¬ 
come  statement  incorporates  the  data 
presently  required  by  Form  X-17A-20, 
brokers  and  dealers  will  not  be  required 
to  file  such  report  fm*  the  first  calendar 
quarts  of  1977. 

Rxqoxst  roa  Comments 

The  Coaunisskm  is  Interested  In  re¬ 
ceiving  comments  on  all  aspects  of  the 
FOCUS  reporting  system,  and  In  partic¬ 
ular.  with  respect  to  an  appropriate  defl- 
niUoQ  of  the  term  "adequacy”  as  that 
tenn  k  used  in  revtsed  §  240.17a-5(g) 
(l)(iv). 

Written  comments  riiookl  be  submitted 
In  tripUcate  on  or  before  May  30.  1977. 
Commente  shoud  be  addressed  to  Oeorge 
A.  Fitadmmons.  Secretary,  Securities  and 
Exchange  Oommiaslon.  500  North  Capitol 
Street.  Washington,  D.C.  20549.  Com¬ 
ments  should  refer  to  FDe  No.  ST-691  uid 
will  be  available  for  public  Inspection. 

By  the  CTommteslon. 

GaoBfiB  A.  FrrzsnaiOMS, 

Secretary. 

April  22,  1977. 

CPB  Doc.77-ia630  FUed  »-4-77;8:46  ami 


FB>ERAL  KGISm,  VOL  42,  NO.  90— IMSOAT,  MAT  10,  1927 


23792 


PROPOSED  RULES 


SECURITIES  AND  EXCHANGE 
COMMISSION 

[  17  CFR  Part  249  ] 

■  Release  No.  34-13461;  FUe  No.  87-690] 
FOCUS  REPORTING  SYSTEM 
Requirements  for  Rnancial  Reporting 
AGENCY:  Securities  and  Exchange 
Commission. 

ACTION:  Proposed  Amendments  to 
Form. 

SUMMARY:  These  amendments  would 
update  and  clarify  the  financial  reports 
presoitly  required  to  be  filed  by  Ixekers 
and  deal^.  The  amendmoits  would  also 
provide  guMellne  schedules  to  assist  reg¬ 
istrants  in  the  preparation  of  these  re¬ 
ports. 

DATES:  Comments  on  or  before:  May 
30, 1977. 

ADDRESSES:  Written  comments,  sub¬ 
mitted  in  tr^Ucate,  should  be  addressed 
to  the  Secretary,  Securities  and  Ex¬ 
change  Commission,  Washington,  DC. 
20549. 

FOR  FURTHER  INFORMATION  CON¬ 
TACT: 

Daniel  J.  Plliero  n.  Associate  Director, 
Division  of  Market  Regulation,  Securi¬ 
ties  and  Exchange  Oranmlsskm,  Wash- 
lngt<«,  D.C.  20549,  202-755-1390. 

SUPPUEMENTARY  INFORMATION: 
The  Securities  and  Exchange  Commis¬ 
sion  today  announced  mx^xwed  amend¬ 
ments  to  Part  I,  Part  n  and  Part  HA 
of  Form  X-17A-6  (i  249.617) .  a  financial 
and  operational  combined  uniform  single 
repmt  under  the  Securities  Exchange  Act 
oi  1934.  The  proposed  amendments  are 
Intended  to  revise  the  form  in  accordance 
with  amendments  to  the  Commission’s 
flnanr.titi  responsibility  rules,  and  to 
clarify  certain  line  items  and  instruc¬ 
tions.  The  Commission  also  announced 
the  proposal  of  guidelines  for  use  in 
the  preparation  of  reports  on  Form 
X-17A-5  (§249.617),  the  proposal  of  a 
facing  page  for  the  aimual  audited  re¬ 
port,  and  the  repuUlcation  oi  the  an¬ 
nual  Consolidation  and  Diversification 
Schedule. 

Introduction 

On  December  17, 1975  the  C<muni8Slon 
adopted  Form  X-17A-5  (§249.617).  the 
Financial  and  Operational  Combing 
Uniform  Single  (“P(X7US”)  report,  to 
become  effective  on  January  1,  1976.^ 
Part  I  of  Form  X-17A-6  (§  249.617)  con¬ 
sists  of  26  categories  of  key  indicators 
designed  to  provide  a  comprehensive  yet 
concise  report  of  a  broker’s  or  dealer’s 
financial  and  (x>eratloiial  cmidltion  on  a 
monthly  basis.  The  form  is  structured  so 
as  to  facilitate  a  trend  analysis  of  these 
indicators  over  a  calendar  year  period. 
Part  n  of  Form  X-17A-6  (§  249.617)  is 
a  general  purpose  financial  and  <H>era- 
tional  report  designed  to  obtain  essen¬ 
tial  regulat<X7  information  m  a  quarter- 

>  SeeurltlM  Szohange  Act  RelMBC  19o. 
11986,  Deoember  IT,  1976;  40  FR  69706, 
December  90,  1976. 


ly  basis  and  to  develop  financial  state¬ 
ments  in  a  format  consistent  with  gen¬ 
erally  accepted  accounting  principles. 
Part  nA  is  an  abbreviated  version  of 
Part  n  which  is  filed  <m  a  quarterly  basis 
by  brokers  and  dealers  which  neither 
clear  transactions  nor  carry  customer 
accounts. 

In  adopting  release,  the  Oommlssion 
stated  Its  Intention  to  periodically  re¬ 
view  the  FCXTDS  Report  •  •  •  in  order 
to  continue  modifsdng  and  updating  the 
financial  and  operational  reporting  sys¬ 
tems  to  keep  pace  with  the  changing  se¬ 
curities  industry.”*  In  Securities  Ex¬ 
change  Act  Release  No.  13100,*  the 
Oommlssion  noted  that  the  recommen¬ 
dations  of  a  work  group  comprised  oi 
representatives  of  the  s^-regulatmr 
organteatlcms  with  respect  to  propoeed 
amendmoits  to  Form  X-17A-5  (§  249. 
617)  would  be  published  for  comment  In 
early  1977.*  The  public  cmnment  letters 
sumltted.  the  work  group’s  recommenda¬ 
tions  and  the  Commlsskm’s  experience 
to  date  have  Indicated  that  technical 
modlflcatlcms  to  the  present  fonnat  of 
Fhrm  X-17A-5  (§  249.617)  would  be 
appropriate. 

Proposed  Amendment  or  Part  I  or  Fobm 
X-17A-5  (§249.617) 

The  pr(x>oeed  amendments  discussed 
below  are  described  categ<»ically  In  the 
order  In  which  tiie  particular  Itoe  Item 
appears  on  the  propoeed  amended  ver- 
8km  of  Part  L*  m  addition  to  the  pro¬ 
posed  amendments  to  Individual  line 
Items  and  Instructions,  four  blank  lines 
would  be  placed  at  the  end  of  the  form 
to  be  utilised  for  reporting  special  in¬ 
formation  when  requested  by  the  Com¬ 
mission  or  the  designated  examining 
authority,  and  the  overall  language  of 
Hti«»  Items  and  instructions  would  be 
clarified. 

(1)  equity  markets  (ITEM  2) 

The  Instructlcxis  concerning  the  aver¬ 
age  number  of  maikets  made  In  equity 
securities  would  be  clarified  by  Including 
a  specific  reference  to  §  240.15c3-l(a) 
(4). 

(2)  AGED  FAILS  (ITEM  4) 

The  instruction  would  be  amoided  to 
require  the  entering  of  ledger  balances 
of  falls  to  receive  and  falls  to  deliver 
aged  eleven  business  days  or  more  fol¬ 
lowing  settlement  date  (twenty-one 
business  days  or  more  f(^owtng  settle¬ 
ment  date  lor  munlclped  securities) .  The 
time  periods  would  be  revised  in  acccHxl- 
ance  with  amended  §  240.1Sc3-l(c>  (2) 
(ix). 


>  Id.,  At  s. 

■  SecurltleB  Exchange  Act  Release  No.  13100, 
DecembM-  22,  1976;  43  Kt  782,  January  4. 
1977.  (Hereinafter  elted  as  "Release  No. 
13100.") 

«Id.,  n.  8. 

•  me  text  of  propoeed  amended  Part  I  and 
accompanying  Instructions  are  attacbod 
beieto  aa  Appendix  A.  Coplea  of  such  form 
and  InstruetlonB  ara  avallabls  for  puMle  In- 
q>ectlon.  Appendix  filed  as  a  part  of  original 
document. 


(X)  15C3-3  RESERVE  (ITEM  7) 

Item  7(c)  would  be  amended  to  re¬ 
quire  the  entry  of  the  date  on  which  a 
d^mslt  was  made  If  such  deposit  was  re¬ 
quired  to  be  made  pursuant  to  §  240.- 
15c3-3(e). 

(4)  TOTAL  EQUITY  SUBORDINATION 
(ITEM  16) 

A  new  item  would  be  added  to  require 
the  entry  of  the  total  amount  of  ap¬ 
proved  subordlnatkm  agreements  which 
afe  outstanding  at  the  r^x>rt  date  and 
whl(di  are  considered  equity  (»pital 
pursuant  to  §  240.15c3-l(d). 

(5)  UNCONSOLIDATED  INCOME/ EXPENSE 
(ITEM  17) 

This  item  would  combine  the  items 
presently  i^pearlng  under  the  cap¬ 
tions  “Unconsolidated  Income/Expense’’ 
(Item  16)  and  “Trading  and  Investment 
Account  Oalns  (<»:  Losses)”  (Item  17). 

(6)  DBDUCnOirs/CHAROXS  TO  CAPITAL 
(ITEM  21) 

Operational  charges  and  potential 
charges  to  capital,  which  are  presently 
designated  Items  25  (a)  and  (b) .  would 
be  redesignated  Itms  21  (a)  and  (b). 

(T)  TOTAL  HAIRCUTS  (ITEM  22) 

This  requirement,  which  is  presoitly 
designated  as  Item  21,  would  be  redesig¬ 
nated  as  Item  22. 

(■)  AI/RESERVE  formula  DEBITS  (ITEM  24) 

Rons  22  (a)  and  (b)  would  be  redesig¬ 
nated  as  Items  24  (a)  and  (b) . 

(S)  MINIMUM  CAPITAL  REQUIREMENT 
(ITEM  25) 

Item  2(c),  requiring  the  entry  of  the 
dollar  amount  of  the  highest  minimum 
net  ciqiltal  requlremoit  to  which  the 
firm  Is  subject,  would  be  redesignated  as 
Item  25(a). 

A  new  Item  25(b)  would  be  added  to 
require  the  entry  oi  the  amount  of  mini¬ 
mum  net  capital  required  to  support  ag¬ 
gregate  Ind^tedness  or  aggregate  debit 
items  (as  iq>pnK>riate) .  if  such  amoimt 
is  greater  than  the  minimum  capital 
requirement  r^rted  in  Item  25(a). 

(10)  RATIO  AND  EXCESS  NET  CAPITAL 
(ITEM  26) 

Item  24(a),  requiring  the  entry  of  the 
ratio  of  aggregate  Indebtedness  to  net 
capital,  would  be  redesignated  as  Item 
26(a).  A  new  line  item  would  be  added 
as  Item  26(b)  to  require  the  entry  of  the 
ratio  of  net  capital  to  aggregate  debit 
items  when  the  alternative  method  is 
used.  Itons  24(b)  (1)  and  (2) ,  requiring 
the  entry  of  the  amount  of  excess  net 
ciqiltal,  would  be  redesignated  Items  26 
(c)  and  (d).  A  new  requiremait  would 
be  added  as  Item  26(e),  to  record  the 
ratio  of  certain  options  deductions  to  net 
capital. 

(11)  SCHEDULED  CAPITAL  WITHDRAWALS 
WITHIN  6  MONTHS  (ITEM  27) 

Item  25(c)  would  be  redesignated  as 
Item  27. 
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<12)  FILING  PXRIOD  WITH  XISPXCT  TO  PART 
I  or  rORH  Z-lTA-f  (|  I4».G1T> 

In  Release  No.  13100,  the  Oommlnslon 
stated  Its  determination  that  all  brokers 
and  dealers,  o4her  than  those  specifically 
granted  extensions  of  time  pursuant  to 
9  240.17a-5(l)  (3).  should  file  the  report 
on  Part  I  within  10  business  days  after 
the  end  of  each  mcmth,  commencing  with 
the  report  filed  fix’  the  month  of  April, 
1977.  The  Commission  also  Indicated 
that  It  would  consider  requests  from  In¬ 
dividual  brokers  and  dealers  for  exten- 
slcms  of  this' filing  requirement.  BrcXcers 
and  dealers  which  have  submitted  such 
a  request  were  granted  an  extension  up 
to  and  Including  the  r^>ort  filed  for  the 
month  of  June,  1977.*  Ihese  brokers  and 
dealers  will  be  required  to  file  estimated 
data  within  10  business  dasrs  and  final 
data  as  soon  as  possible  but  no  later  than 
17  business  days,  for  all  reports  on  Part 
I  of  Form  X-17A-5  (9  249.617).  com¬ 
mencing  with  the  report  filed  for  the 
month  of  July.  1977  up  to  and  including 
December,  1977. 

Ihls  optional  procedure  is  Intended  to 
provide  an  Interim  period  during  which 
brokers  and  dealers  may  adjust  their  ac¬ 
counting  systems  and  devel(x>  work  plans 
which  are  designed  to  comply  with  the 
filing  periods  specified  In  9  240.17a-5(a). 
At  the  close  of  this  Interim  period,  all 
such  brokers  and  dealers  will  ^  required 
to  file  Part  I  within  10  business  days  after 
the  end  of  the  month.  Those  bitXiers  and 
dealers  which  have  received  an  extension 
through  June,  1977  and  which  do  not 
wish  to  avail  themselves  of  this  optional 
procedure,  will  be  required  to  file  Part  I 
within  10  business  days  ccxnmenclng 
with  the  report  filed  for  the  month  of 
July.  1977. 

Those  brokers  and  dealers  which  have 
not  filed  an  extension  request  as  specified 
in  Release  No.  13100  will  be  expected  to 
comply  with  the  10  business  day  filing 
period  commencing  with  the  report  filed 
for  the  month  of  April,  1977. 

Proposed  Ahendbcent  or  Part  II  of  Form 
X-17A-5  (9  249.617)  ’ 

The  proposed  amendments  discussed 
below  are  described  in  the  order  In  which 
the  particular  statement  or  schedule  ap¬ 
pears  In  Part  n.  In  addition  to  the  pro¬ 
posed  amendments  of  particular  state¬ 
ments  and  schedules,  the  facing  page 
would  be  revised  to  require  an  Indication 
of  the  purpose  for  which  the  report  Is 
being  filed. 

(l)  COMPUTATION  OF  NET  CAPITAL  (PAGE  5 
AND  6  OF  PART  II> 

A  new  subcategory  O  is  proposed  to  be 
added  under  Item  6  to  reccMd  option 
deductions  and/or  charges  pursuant  to 
9  240.15c3-l.  A  new  8UbcategCH*y  H  would 
be  added  under  Item  6  to  record  the  total 
amount  of  deductions  and/or  charges 
entered  under  that  Item. 


*  This  procedure  applies  only  to  those 
brokers  and  dealers  which  are  subject  to  the 
New  York  Stock  Exchange  plan  filed  pur¬ 
suant  to  paragraph  (a)(4)  of  I  240.17a-6. 

'  The  text  of  propos^  amended  Part  n  la 
attached  hereto  as  Appendix  B.  Copies  are 
available  for  public  Inspection.  Appendix 
filed  as  a  part  of  original  document. 


Sereral  items  would  be  added  to  the 
net  caiXtal  section  In  order  to  provide 
readily  accesslUe  information  In  key 
categcxies.  These.  Itraos  iiudude  a  new 
I  line  21  to  record  the  percentage  of  ag- 
grregate  Indebtedness  to  net  ciqpltal  after 
anticipated  ci^ltal  withdrawal,  and, 
under  the  alt^natlve,  a  new  Line  26  to 
record  the  percentage  of  net  capital  to 
aggregate  debits  and  a  new  Line  27  to 
record  the  percentage  of  net  capital  after 
anticipated  withdrawals  to  aggregate 
debits. 

A  new  Part  C.  captioned  “Other  Ra¬ 
tios,”  would  be  added.  This  sectlim  would 
contain  present  Line  21  (which  would  be 
redesignated  Line  29).  the  percentage  of 
debt  to  debt-equity  total  computed  in  ac¬ 
cordance  with  9  240.15c3-l(d) .  and  a  new 
Line  30  to  record  the  ratio  of  options 
deductions  to  net  capital. 

(2)  COMPUTATION  FOR  DETERMINATION  OF 
RESERVE  REQUIREMENTS  FOR  BROKER- 
DEALERS  UNDER  RULE  1SC3-3  (PAGE  8  OF 
PART  II) 

An  additional  line  would  be  placed  un¬ 
der  the  caption  “Credit  Balances"  to  per¬ 
mit  the  entry  and  descrlptlim  of  cr^ts 
other  than  those  specifically  described. 
Line  22  (Amount  held  on  deposit  in  “Re¬ 
serve  Bank  Account (s)”)  and  Line  24 
(New  amount  in  Reserve  Bank  Ac¬ 
count  (s)  after  adding  deposit  or  sub¬ 
tracting  withdrawal)  would  be  amended 
to  Include  the  dollar  value  of  qualified 
seciuitles. 

(3)  INFORMATION  FOR  POSSESSION  OR  CON¬ 
TROL  REQUIREMENTS  UNDER  RULE  15C3-3 
(PAGE  B  OF  PART  H) 

A  new  note  D  Is  proposed  to  be  added 
to  specify  that  Item  2.  requiring  the 
entry  of  the  maiicet  value  and  number 
of  Items  of  customers’  fully  paid  and  ex¬ 
cess  margin  securities  for  which  Instruc¬ 
tions  to  reduce  to  possession  or  control 
had  not  been  Issued  as  of  the  report  date, 
must  be  responded  to  only  as  part  oi  the 
report  which  is  prepared  as  of  the  date 
selected  for  the  annual  audit  of  financial 
statements.  This  Information  ^ould  be 
filed  within  60  calendar  days  after  the 
date  of  the  report,  rather  than  within  the 
17  business  day  filing  period  aixiUcable 
to  the  remainder  of  the  report. 

A  new  Item  3  would  be  added  to  re¬ 
quire  the  broker  or  dealer  to  make  a  rep¬ 
resentation,  on  a  quarterly  basis,  that  the 
system  and  procedures  utilized  in  com¬ 
plying  with  the  possession  or  control  re¬ 
quirements  of  9  240.15c3-3  have  been 
tested  and  sue  fimctlonlng'ln  a  manner 
adequate  to  fulfill  such  requirements.* 

(4)  OWNERSHIP  EQUITY  AND  SUBORDINATED 
LIABILITIES  MATURING  OR  PROPOSED  TO  BE 
WITHDRAWN  WITHIN  THE  NEXT  SIX 
MONTHS  (PAGE  10  OP  PART  H) 

Two  additional  lines  would  be  provided 
to  permit  the  reporting  of  more  data. 


•This  repre.sentation  Is  only  part  of  the 
stnioture  for  insuring  compliance  with  the 
possession  or  control  requirements  of  {  240.- 
15c3-3.  For  a  description  of  the  other  com¬ 
ponents  of  this  structure,  see  Release  No. 
13100.  note«i  10  and  11  and  accompanying 
text 


The  Instruction  which  appears  cm  this 
schedule  would  be  revised  to  require  the 
reporting  of  payments  of  llabUltles  se¬ 
cured  by  fixed  assets  which  could  be  re¬ 
quired  by  the  Imder  on  demand  or  In  less 
than  six  months. 

(5)  OWNERSHIP  EQUITT  AND  SUBORDINATED 
LIABlLITIEB  MATURING  OR  PROPOSED  TO  BE 
WITHDRAWN  WITHIN  THE  NEXT  SIX 
MONTHS/ RECAP  (PAGE  11  OF  PART  H) 

The  caption  of  Line  3  would  be 
changed  from  “Accruals”  to  “Other  An¬ 
ticipated  Withdrawals”  and  subcategor¬ 
ies  3(B)  (“Partners’  Drawing  Ac¬ 
counts”).  3(C)  (“Taxes”),  and  3(D) 
(“Interest  on  Capital”)  would  be  deleted. 

(6)  FINANCIAL  AND  OPERATIONAL  DATA  (PAGE 

12  OF  PART  n> 

Line  16  (“failed  to  deliver”)  and  Line 
17  (“failed  to  receive”)  would  be 
amended  from  15  business  days  to  11 
business  days  and  a  21  business  day  re¬ 
quirement  would  be  added  for  municipal 
securities.  These  revisions  would  be  made 
to  reflect  the  provisions  of  amended 
9  240.15C3-1  (c)(2)  (ix).  *“ 

Proposed  Amendment  or  Part  HA  or 
PORMX-17A-5  (9  249.617)* 

The  proposed  amendments  discussed 
below  are  discussed  in  the  order  in  which 
the  particular  statement  or  schedule  ap¬ 
pears  in  Part  HA.  In  addition  to  the  pro¬ 
posed  amendments  of  particular  state¬ 
ments  and  schedules,  the  facing  page 
would  be  revised  to  require  an  Indication 
of  the  purpose  for  which  the  report  Is 
being  filed. 

(1)  COMPUTATION  OF  NET  CAPITAL  (PAGE  3 

or  PART  HA) 

A  new  subcategory  E  is  proposed  to  be 
added  under  Item  6  to  record  optlim  de¬ 
ductions  and/or  charges  pursuant  to 
9  240.15C3-1. 

(2)  OWNERSHIP  EQUITT  AND  SUBORDINATED 
LIABILITIES  MATURINQ  OR  PROPOSED  TO  BE 
WITHDRAWN  WITHIN  THE  NEXT  SIX 
MONTHS  (PAGE  7  OF  PART  HA) 

The  instruction  which  appears  on  this 
schedule  would  be  revised  to  require  the 
reporting  of  payments  of  liabilities  se¬ 
cured  by  fixed  assets  which  could  be  re¬ 
quired  by  the  lender  on  demand  or  in  less 
than  six  months. 

Proposed  Supplemental  Schedules  and 
Guidelines 

Paragraph  (a)  (2)  (iv)  of  9  240.17a-3 
provides  that  the  Commissicm  or  the  des¬ 
ignated  examining  authority  may  require 
a  broker  or  dealer  to  file  financial  or  op¬ 
erational  infcHmation,  in  addition  to  a 
report  on  Part  H  or  Part  HA,  upon  re¬ 
ceiving  written  notice  from  the  Commis- 
sUm  or  the  designated  examining  author¬ 
ity.  The  intent  of  this  provision  is  to  pro- 


*The  text  of  proposed  amended  Part  IIA 
la  attached  hereto  as  Appendix  C.  Copies  are 
available  for  public  Inspection.  Appendix 
filed  as  a  part  of  original  document. 
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vide  a  means  by  which  the  Commission 
and  the  self -regulators  may  obtain  more 
detailed  Informatirai  than  is  normally  re¬ 
quired  when  it  appears  that  a  broker  or 
dealer  may  be  experiencing  dilBculty  in 
a  particular  area. 

The  supplemental  schedules  which 
are  proposed  herein’*  are  intended  to 
Indicate  the  type  and  format  of  informa¬ 
tion  which  would  be  required  in  many 
Instances  pursuant  to  the  exception 
reporting  provision  of  {  240.17a-5(a)  (2) 
(Iv),  but  are  not  intended  to  limit  the 
authority  of  the  Commission  or  the 
designated  examining  authority  to  re¬ 
quire  other  information.  The  proposed 
schedules,  which  may  also  be  utilized  as 
guidelines  in  the  preparation  of  quar¬ 
terly  reports  on  Part  11  or  Part  IIA  of 
Form  X-17A-5  ^  249.617),  are  as 

f<rilows : 

1.  Cash  segregated  In  compliance  '  with 
Federal  and  other  regulations. 

2.  Aged  securities  failed  to  deliver. 

3.  Receivables  from  customers. 

4.  Receivables  from  non-customers. 

5.  Additional  capital  charges  on  customers’ 
and  non-customers’  accounts. 

6.  Regulated  commodity  accounts  liquidat¬ 
ing  to  an  equity. 

7.  Future  commodities  contracts  and  spot 
(cash)  commodities — proprietary  accounts. 

8.  Undue  concentration  based  on  $  240.15 
e3-l. 

9.  Securities  owned  and  other  invest¬ 
ments — not  readily  marketable. 

10.  Other  assets — miscellaneous. 

11.  Payable  to  customers. 

12.  Payable  to  non-customers. 

13.  Accounts  payable  and  accrued  liabili¬ 
ties  and  expenses. 

14.  Secured  Demand  Note.s — capital  defi¬ 
ciency  charge. 

16.  Statement  of  changes  in  Stockholder's 
Equity  or  Partners’  or  Sole  Proprietors’ 
Capital  (Unconsolidated). 

16.  Computation  of  Net  Capital — other 
deductions  and/or  charges. 

17.  Conq>liance  with  requirements  of 
{  240.15C3-3. 


>*The  text  of  the  proposed  supplemental 
schedules,  which  are  designated  “FOCUS 
Forms  1-27,”  is  attached  hereto  In  Appendix 
D.  Also  attached  in  Appendix  D  are  Instmc- 
ttons  indicating  the  conditions  under  which 
these  schedules  are  likely  to  he  requested. 
Copies  are  available  for  puMlc  Inspection, 
i^pendlx  filed  as  a  part  of  original  document. 


18  Contingencies. 

19.  Money  dlilerence  accounts. 

20.  Security  suspense  accounts. 

21.  Security  suspense  accounts — details. 

22  Security  difference  accounts — details. 

23.  Account  differences  with  correspond¬ 
ents  and  similar  itents. 

24.  Bank  account  reconciliations — uniden¬ 
tified  items. 

25.  klaximum  haircuts  on  underwriting 
commitments  during  the  period. 

26.  Insurance  claims  receivable— cash  and 
securities. 

27  Litigation. 

Withdrawal  of  Proposed  Schedule  or 

Gross  Revenue  of  All  Subsidiaries 

AND  Partly  Owned  Affiliates  and 

Proposal  of  Consolidation  and 

Diversification  Schedule 

In  Release  No.  13100,  the  Commission 
proposed  for  comment  three  schedules 
which  are  designed  to  Integrate  the  data 
previously  reported  on  Form  X-17A-10 
(§  249.618)  into  the  existing  structure 
of  Form  X-17A-5  (§249.617).  Schedule 
II  (“Schedule  of  Gross  Revenue  of  All 
Subsidiaries  and  Partly  Owned  Affil¬ 
iates”)  as  proposed  would  require  a  list¬ 
ing  of  annual  gross  revenues  by  major 
categories  of  all  majority  owned  and 
partially  owned  subsidiaries  and  affil¬ 
iates  of  the  broker-dealer  filing  Form 
X-17a-5  (§  249.617). 

After  further  consideration,  the  Com¬ 
mission  has  determined  that  Schedule 
rr  as  proposed  would  not  provide  all  of 
the  data  necessary,  and  therefore  is 
withdrawing  proposed  Schedule  II.  In 
place  of  the  withdrawn  schedule  the 
Commission  is  proposing  Schedule  HA 
of  R>rm  X-17A-5  (§  249.617) ,  designated 
a  “C(Nisolidati(xi  and  Diversification 
Schedule.”  “  Schedule  HA  would  require 
a  listing  of  revenue  and  expense  Itans, 
net  Inccune  and  certain  balance  sheet 
items  on  both  a  consolidated  and  uncon¬ 
solidated  basis. 


s  Because  of  the  significant  differences  be¬ 
tween  Schedule  n  azKl  Schedule  IIA,  the 
CommlaBlon  has  determined  to  puBliah  the 
latter  for  comment,  rather  than  adopting  It 
Immediately.  The  text  of  proposed  Schedule 
HA  Is  attached  hereto  as  Appendix  F.  Copies 
are  avaUalffe  for  public  Inspection.  Appendix 
filed  as  a  part  of  original  document. 


Proposed  Facing  Page  for  the  Annual 
Audited  Report  " 

In  adopting  amended  I  240.17a-5,  the 
Commisskm  eliminated  the  detailed  for¬ 
mat  of  the  “Answers  to  Financial  Ques¬ 
tionnaire”  in  favor  of  general  purpose 
financial  statements  prepared  in  accord¬ 
ance  with  generally  accepted  accounting 
principles  and  designed  to  meet  the 
specific  audit  objectives.  Experience  has 
shown  that  the  processing  of  the  annual 
audited  reports  would  be  greatly  facili¬ 
tated  If  the  identification  infoimation 
were  submitted  In  a  c(Hislstent  format. 
The  Commission  therefore  proposes  a 
facing  page  to  be  utilized  in  conjunction 
with  the  annual  audited  report.  This 
facing  page  would  require  basic  identi¬ 
fication  information  such  as  the  name 
and  address  of  the  broker-dealer  and  of 
the  ac(X)untant  whose  opinion  is  con¬ 
tained  in  the  report. 

Statutory  Basis 

The  propiosed  amendments  to  §  249.- 
617  described  herein  would  be  adopted 
pursuant  to  sections  17  and  23  of  the 
Securities  Exchange  Act  of  1934  (15 
U.S.C.  780,  78w). 

Request  for  Comments 

The  Commission  encourages  com¬ 
ments  ^  on  the  amendments  proposed 
herein 'and  welcomes  suggestions  as  to 
further  modifications  vdilch  may  in¬ 
crease  the  effectiveness  of  Form  X-17A- 
5  and  the  FOCXTS  reporting  system. 

Interested  persons  should  submit  writ¬ 
ten  comments  in  triplicate  on  or  before 
May  30.  1977.  All  such  communications 
should  be  directed  to  George  A.  Fitzsim¬ 
mons.  Secretary.  Securities  and  Ex¬ 
change  Commission,  500  North  Capitol 
Street,  Washington,  D.C.  20549.  Com¬ 
ments  should  refer  to  File  No.  S7-690 
and  will  be  available  for  public  inspec¬ 
tion. 

By  the  Commission. 

George  A.  Fitzsimmons, 

Secretary. 

April  22,  1977. 

[FR  Doc.77-1262e  FUed  5-6-77:8:45  am) 


’■Tbe  text  of  tbe  proposed  facing  page  la 
attached  hereto  as  Appendix  E.  Copies  are 
available  for  public  inspection.  Appendix 
filed  as  a  pvt  of  original  document. 
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Advance  Orders  are  now  being  Accepted 
for  delivery  in  about  6  weeks 
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- -  Title  23 — Highways 
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